





53 










show 
10,000 
32,000 
ms of 
tL were 
alf of 
erably 
1952, 
50-51; 
frozen 
red oil 
corres- 
; main 
exports 
st three 


















. Aires, 















Eariay eriencee 









INTERNATIONAL 


Financial News Su vey? 


Volume VI, No. 11 ° 


INTERNATIONAL MONETARY FUND ° 


Annual Meetings of the Fund and the International Bank 


i La 
ate ll, 1953 


Address by Mohamad Ali, Chairman of the Boards of Governors of the Fund and the International Bank 


It is an honor for me to preside at this Eighth Annual 
Meeting of the Boards of Governors of the International 
Monetary Fund and the International Bank for Recon- 
struction and Development. I extend a cordial welcome 
to all of you who have assembled here from fifty-five 
member countries to take counsel with one another and, 
through mutual and frank discussion, to arrive at a closer 
understanding of the problems that face us individually 
and as a community of nations. I wish to extend a par- 
ticularly warm welcome to Haiti, the newest member of 
the Fund and Bank. I am sure that all of us welcome 
this opportunity to confer again in the capital of the 
United States, which occupies a key position in inter- 
national economic affairs. 

We are here to review the activities and policies of 
the International Monetary Fund and the International 
Bank for Reconstruction and Development. To say that, 
however, is not to indicate that our interests are limited 
to mere institutional questions. On the contrary, the 
problems before us involve questions of major signifi- 
cance for our governments, and the peoples we represent. 
We shall, of course, discuss our use of the Fund. But in 
doing so, we must give thought to our efforts to attain 
freer trade, a better balance of international payments, 
and convertibility of currencies. The attention we give 
to the Bank’s operations will likewise have a wider 
concept. We shall be concerned with conditions govern- 
ing the availability of investment capital, and we must 
bear in mind also the conditions of great human need, 
which have brought an intense demand for economic 
advancement in many parts of the world. 

In all of this, we have a mutual interest and advantage. 
No country represented here is so small but that it has 
important contributions to make toward our common 
goal. None is too large and secure to derive no benefit 
from the cooperation of others. 

The Annual Reports of the Fund and the Bank provide 
us with a point of reference for our discussions. These 
Reports contain valuable surveys of our economic prob- 
lems and of the progress made by these two institutions 
in the fulfillment of their tasks. I believe that our 
deliberations will profit considerably from the analysis 
of recent events afforded by the Reports. We are look- 
ing forward to hearing from the two institutions’ Execu- 
tive Boards and Management, who have given us another 


year of devoted and skillful administration. Supported 
by their staffs, they have a rare perspective on our in- 
dividual and collective problems, and we shall be keenly 
interested in what they have to say. 

It was little more than a year ago that we first heard 
the declaration for “trade, not aid.” The phrase excited 
immediate interest, and continues to be widely quoted. 
It was echoed at our last meeting, when emphasis was 
given to the responsibilities of surplus as well as deficit 
countries. It was more closely defined at the December 
meeting of Commonwealth Prime Ministers in London, 
when plans were made for a collective approach to multi- 
lateral trade, convertibility of currencies, and economic 
development. On behalf of the Commonwealth, British 
Ministers conferred with the U. S. Government and with 
leaders of the Organization for European Economic Co- 
operation on the measures that might be taken toward 
the recovery of economic freedom and equilibrium. These 
discussions have helped to bring into focus the coopera- 
tive steps required to gain a stable world economy. The 
direction of policy to be followed leads along the same 
path of international cooperation as do the Articles of 
the Fund and the Bank. Indeed, the Fund and the Bank 
will be expected to play an increasingly important role 
in carrying out such policies. 

These plans await, in some degree, the further develop- 
ment of policy by the Administration in Washington. 
An encouraging sign is the recent Douglas report to the 
President of the United States which has shown a sym- 
pathetic understanding of the dollar-sterling relationships 
and has made a valuable contribution in this field. Of 
particular interest to primary producing countries is the 
recommendation that measures should be developed to 
abate the violent fluctuations in the prices and the volume 
of the major raw materials that enter into international 
trade. 

Since the close of World War II, attention has been 
devoted mainly to the economic rehabilitation of Western 
Europe which has, with the aid of the Marshall program, 
made a substantial recovery. The balance of payments 
problem has shown perceptible improvement, and income, 
employment, and production have risen to a high level. 
Unfortunately, no such record can be claimed for under- 
developed countries, where two thirds of the world’s 
population exists on an average annual income of less 
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than $100 a year. Recently, there has been a deteriora- 
tion in the economic conditions of many of these countries. 
With the fall in the demand for and prices of raw mate- 
rials, there has been a sharp setback in their export 
incomes, and terms of trade have swung against them. 
In effect, this has meant a transference of real incomes 
from them to the advanced countries of the world. The 
underdeveloped countries have had to make painful re- 
adjustments to this situation, and in the sphere of 
development the pace has been slowed down. Faced 
with falling incomes and resulting difficulties in their 
balance of payments, they have had to extend and tighten 
their exchange and trade controls. In the circumstances, 
it would be unrealistic not to face the fact that these 
countries will have to depend on such controls until their 
development is sufficiently advanced and their balance of 
payments position is placed on a sound basis. 

The questions which are raised by this situation call 
for earnest reflection on the part of all of us. We must 
give anxious thought to the evolving of practical policies 
which will enable weaker countries to acquire economic 
stability and strength. The stabilization of primary prod- 
uct prices at a reasonable level so as to ensure an adequate 
return to the producer is of particular importance in this 
context. Unless the conditions which underlie the rela- 
tionship between primary producing and industrial coun- 
tries are subjected to a deeper analysis and put on a 
sounder basis, plans for attaining peace and prosperity 
will rest on insecure foundations. A stable world order 
cannot be achieved with a growing disparity between the 
productivity and living standards of the underdeveloped 
and advanced countries. By assisting underdeveloped 
areas, advanced countries would be placing their own 
prosperity on a more lasting basis, for in those areas 
are the great potential markets for the industrial surplus 
of Europe and North America, as well as vast reserves of 
raw materials. I believe that in developing these great 
human and natural resources, we shall find a key to most 
of the world’s economic difficulties. But it will require a 
great deal of effort, technical skill, and capital. 


A task of this magnitude is too big for private invest- 
ment alone. Most or all of the underdeveloped countries 
are prepared to welcome private capital from abroad, 
and to provide a favorable climate for its operation. 
But we must recognize that private capital is not avail- 
able in sufficient amount, and that, under present condi- 
tions, it prefers in the main to follow the lead of govern- 
mental effort, rather than to pre-empt the field of foreign 
investment for itself. 

There is urgent need in underdeveloped countries for 
pressing forward with schemes of basic development, 
improvements in the methods and techniques of agri- 
culture, and a reasonable degree of industrial production. 
At the same time, the task of social reconstruction must 
be taken in hand by the extension of popular education 
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and public health measures. Projects of this kind will 
raise productive efficiency and living standards. The 
underdeveloped countries must, in the main, rely on their 
own efforts, follow sound internal policies, and provide 
as much capital as possible from their own resources. 
These resources are, however, limited, and in some cases 
the rate of saving and capital formation is not even 
enough to match the growth of population. If progress 
is to be as rapid as is desired, external assistance will 


be necessary, and in a far bigger volume than has gen- 
erally been envisaged so far. 


The President of the United States showed a proper 
appreciation of the magnitude of the task when he ad- 
dressed the American Society of Newspaper Editors in 
April this year. He proposed that, if the conditions of a 
just peace could be obtained, and the burdens of arma- 
ment reduced, a part of the saving in resources should be 
used to launch a total war on poverty and need. He 
said that the United States Government would be pre- 
pared to ask its people to join with other nations in 
devoting a substantial part of these savings to a special 
fund. This fund would be used for helping to develop the 
underdeveloped areas, so that all peoples could know the 
blessings of productive freedom. 

This is a statesmanlike approach and a most encourag- 
ing indication of the keen interest in these problems on 
the part of the United States. The Economic and Social 
Council has endorsed the idea in a resolution passed at 
its 16th Session in Geneva. Since the President spoke, 
there has been some evidence of a lessening in world 
political tension. It is, I fear, still too early to acclaim 
the dawn of a period of decisive reduction in armaments. 
But I hope there will soon be a genuine prospect for 


launching a program of the kind suggested by the 
President. 


I now turn to the question of what can be done through 


the Fund and the Bank. It is evident that they must 
have our close interest and strong support if we are to 
derive full benefit from the facilities provided by them. 

The advisory assistance of the Fund should be sought 
and used wherever possible in the foreign exchange prob- 
lems of member countries. We should aim at balanced 
development, based on monetary policies that will increase 
production and lead to a larger volume of trade. We 
should be able to make good use of the technical expe- 
rience accumulated in the Fund. Much of the informa- 
tion and analysis contributed by the staff has general 
interest among our membership. The special training 
program has been most useful, particularly among under- 
developed countries. Consultations in the Fund, and 
participation in its technical services, should help mem- 
ber countries to formulate their policies in the light of 
developments in other parts of the world. 

It is worth noting that, although the Marshall program 
limited the need for drawing on the Fund’s resources, 
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as many as twenty-four members have engaged in foreign 
exchange transactions with the Fund, in an amount total- 
ing $988 million. During the last year, the Fund has 
continued to develop its policies to facilitate the proper 
use of its resources. I have no doubt that under the 
competent leadership of Mr. Ivar Rooth, the Executive 
Board and Management of the Fund will do everything 
possible to prepare the Fund for activities on a larger 
scale, as we come nearer to convertibility of currencies. 

We have seen that many countries have manifested a 
fresh determination to achieve, even by means of difficult 
credit and budgetary policies, the conditions precedent to 
currency convertibility and relaxation of restrictions. The 
Fund, meanwhile, has completed its first round of con- 
sultations with members on restrictive practices, and is 
now embarked on another. It is hoped that the Fund and 
its members will find increasing opportunities for col- 
laboration in this and other fields. 

We note that the Bank entered into ten new loans 
during the year, increasing its commitments to $1,600 
million for twenty-nine countries. At the same time, it 
has continued its policy of giving help, when needed, 
in the technical questions involved in the preparation of 
development plans, and in the practical difficulties which 
may arise in carrying them out. Of particular interest to 
us is the policy being progressively followed by the Bank 
in shifting the emphasis of loans from reconstruction to 
development and widening the scope of its activities. We 
are indeed fortunate that the Bank has such an able and 
dynamic person as Mr. Black at the helm of its affairs. 


Address by Eugene R. Black, President of the International Bank 


It gives me great pleasure to welcome you to Washing- 
ton on the occasion of the Eighth Annual Meeting of the 
International Bank. I believe that you will find much to 
interest you in the four days ahead, and I hope that when 
you leave here you will take with you an added store of 
pleasant memories. I, for my part, am particularly glad 
of the opportunity of meeting with you in this city, where 
our headquarters are located, where much of the Bank’s 
work is carried on, and where you will have the chance to 
establish personal contact with many of the Bank’s 
officers. 

Since our meeting last September in Mexico City, I 
think we can look back on another period of progress 
and solid achievement in the Bank’s record of operations. 
Loans signed during the fiscal year totaled $179 million. 
This brought our commitments at the end of the year to 
almost $1,600 million. Studies and negotiations intended 
to clear the way for further lending have been going 
forward on an unusually wide range of projects. At the 
same time, we have carried out a great deal of technical 
and advisory work. Our tenth general survey mission— 
the mission to British Guiana—has completed its task 
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The Bank’s lending during the year will help to solve 
problems, with many of which I, in my country, am all 
too familiar. Some of the loans will strengthen transport 
systems, while others will assist in the production of 
power and in bringing industrial and agricultural poten- 
tialities into use. These are objectives with which every- 
one here will be in wholehearted agreement. They are 
also sound investments whose merits have been carefully 
studied by the Bank and by the governments concerned. 
All these projects promise to have a direct and, in many 
cases, immediate effect upon production. 

The Bank has carried out a useful program, but I 
submit that its operations so far have satisfied only a 
part of the vast development needs that surround us. It 
is my hope that the Bank will find channels for larger 
and swifter assistance. The proposal for setting up an 
International Finance Corporation which is engaging the 
attention of the Bank is, I think, deserving of more 
sympathetic consideration by the governments concerned 
than it has hitherto received. 

There is an obvious relationship between the fiscal and 
monetary work of the Fund and the development activ- 
ities of the Bank, and it is desirable for them to continue 
to collaborate closely in helping to solve the many prob- 
lems of investment and foreign exchange and to ensure 
the best possible use of available resources. 

May I conclude by saying that our deliberations and 
cooperative endeavors in the financial and economic field 
are but means to an end; and that end is to bring peace 
and prosperity to mankind and to make life worth living 
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and we have sent out a large number of missions with 
more specialized objectives. 

Both public and private enterprise are to benefit from 
the loans made during the fiscal year. One of them will 
make more than. $30 million available to expand the 
production of steel by a privately-owned plant in India; 
others will support vital industries in two countries in 
Europe; others will enable Colombia to integrate her 
railway system and Brazil to expand her supplies of 
electric power. 

The work done during the fiscal year in preparing the 
ground for new loans has already begun to bring results. 
Since July 1, seven additional loans have been made— 
to Brazil, Iceland, Nicaragua, and South Africa—amount- 
ing to $73 million. 

As our commitments increase, so does the rate of our 
disbursements. In the year to June 30 last we disbursed 
$227 million. This was more than in any year except 
1948, when our large postwar reconstruction loans in 
Europe were being rapidly drawn down. 

Nearly a third of the year’s disbursements were made 
in Europe. The equivalent of $68 million was spent 
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there. Almost $15 million was spent in other regions 
outside the United States. In this way the Bank is help- 
ing to enlist the products and skills of the world, wherever 
they may be recruited to best advantage. 

To increase its financial resources, the Bank has sold 
three new bond issues. An issue of $60 million was sold 
in the United States, and two issues, each equivalent to 
about $12 million, in Switzerland. As a result of changes 
in money market conditions, interest rates in the United 
States rose during the fiscal year. Some rise in the rates 
charged on new Bank loans consequently became un- 
avoidable. 

The Bank’s resources have also been augmented by 
various releases of the 18 per cent capital subscriptions 
paid in by member countries in their own currencies. 
By the end of the last fiscal year, we had loaned or allo- 
cated to loans the equivalent of $65 million from the 
18 per cent subscriptions of countries outside North 
America. 

I continue to attach the greatest importance to further 
releases of 18 per cent subscriptions. Additional re- 
sources of non-dollar capital would increase the scope of 
the Bank’s lending operations. They would also enable 
the Bank’s borrowers to take more advantage of the in- 
creased availabilities of non-dollar goods and services. 
We would continue, of course, to adhere to our existing 
practice of conserving our non-dollar funds to finance 
purchases by borrowers least able to support additional 
dollar debt. 

Hitherto, in many instances, the use by the Bank of 
released 18 per cent funds has been subject to limita- 
tions. Sometimes, released funds may be used only for 
lending to specified member countries; sometimes, they 
may be used only to finance the purchase of specified 
categories of goods; sometimes, there are restrictions 
in both respects. Frequently the release is subject to 
prior consultation on each project between the Bank and 
the releasing member government. 

I welcome any addition of resources to our capital 
funds. At the same time, I must emphasize that releases 
subject to such restrictions or limitations do not ade- 
quately meet the requirements of the Bank or of our 
borrowers. Nor do I think that they carry full advantage 
to the releasing country. In the very early stages of the 
preparation of a project, it is important that the Bank 
should know what currencies will be available to finance 
the borrower’s requirements. It is also important that 
the borrower should know that the widest possible field 
of procurement will be open. Unless there is assurance 
that a contract can be financed in the currency of a 
particular supplying country, the borrower may not ask 
for, or consider, tenders for equipment or services from 
that country. This assurance may well determine in what 
country the contract is placed. Indeed, it may be the 
determining factor in the borrower’s ability to obtain a 
Bank loan, in those cases where the borrower’s capacity 


to incur further external debt depends on the currency 
which he is obligated to repay. 

With all these considerations in mind I have continued 
to press our Western European member governments to 
liberalize the use by the Bank of their 18 per cent sub- 
scriptions, so that the Bank may be able to rely upon 
substantial resources of non-dollar currencies, free from 
the restrictions that I have mentioned. 

I am glad to inform the Board of Governors that my 
representations have met with considerable success. 
Several of our European member governments have al- 
ready accepted the principle that I have been advocating. 
In some cases, details are now being worked out, and 
I expect to be able to report more fully to the Board on 
this subject before this Annual Meeting closes. 

For me, as President of the Bank, one of the outstand- 
ing events of my year was my visit to Turkey, Ethiopia, 
and the Middle East in February and March. I have 
made it a practice to visit for some time each year some 
part of the world, getting to know at first hand the eco- 
nomic and development problems of member countries. 

I was impressed by the development needs of the 
Middle East countries and by the economic importance of 
the region. I am therefore glad to be able to announce 
that the Bank has decided to locate a representative in 
that area. I hope to arrange with the Lebanese Govern- 
ment to establish his headquarters in Beirut. His func- 
tion will be to develop and maintain contacts with the 
countries and the authorities of the region. I believe 
that these arrangements will be of value in establishing 
closer relationships with our Middle Eastern member 
governments and in increasing the possibilities of assist- 
ing them in their development problems. 

As you already know, Dr. Pieter Lieftinck, formerly 
the Netherlands Minister of Finance and a former Gov- 
ernor of this Bank, has been in Turkey for over a year 
and continues to represent us there, with great advantage 
to our relations with the Turkish authorities. I expect to 
be able to use his services also for additional important 
special assignments in the future. 

It has also been decided to locate a Bank representa- 
tive in Brazil. He will leave for Rio de Janeiro within 
the next few weeks. 

I shall not attempt in the time at my disposal to analyze 
the present state of the world economy. The year just 
behind us has had its ups and downs—its record of pluses 
and minuses in the balance sheet. But no brief summary 
could do justice to the various factors that enter into the 
complex and still precariously balanced play of economic 
forces. 

I shall therefore confine my remarks to certain aspects 
of the situation which immediately concern the job which 
the Bank is trying to do in the field of economic develop- 
ment. 

There can be no doubt that an indispensable element 
in the financing of long-term development is the increased 
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flow into the underdeveloped world of private investment 
capital from abroad. The stimulation of this flow should, 
in my opinion, rank as one of the primary objectives of 
the Bank. 

I am sure, therefore, that it will be of advantage to all 
of us to hear the discussion on “Private Foreign Invest- 
ment in Underdeveloped Countries” which has been 
arranged for our session on Friday morning; and I 
should like to express the gratitude of the Bank to those 
distinguished gentlemen—Governors and others—who 
have agreed to present the subject. 

The existence of unsettled external obligations can be a 
serious barrier against a renewed flow of foreign private 
investment. I am therefore pleased to note the progress 
that has been made in recent years in wiping the slate 
clean of unsettled foreign debts. Efforts are being made 
by various member countries to come to agreements with 
their creditors. The most recent settlement has been 
that negotiated by Ecuador. You will remember too that 
agreements have been arrived at with their main cred- 
itors by Germany and Japan, and that settlements of 
certain smaller amounts have been reached by other coun- 
tries. In several other instances, active discussions have 
been going on between the debtor country and bond- 
holders abroad. As a result of all this activity, nearly 
two thirds of the publicly held external debt of member 
countries which was in default at the end of 1946 has 
now been settled or is under negotiation. 

I should now like to deal with a subject whose signifi- 
cance has impressed itself increasingly upon us in the 
Bank in the course of our activities over the past six years. 

The bulk of our investment operations has been in the 
field of public utilities, especially of electric power, and 
we are constantly encountering the importance of power, 
even where we are financing projects outside the imme- 
diate power field. The authorities and the industrialists, 
and indeed the community at large, in our underdeveloped 
member countries, are highly “power conscious.” The 
slogan almost everywhere is “cheap power, and more 
of it.” 

I certainly share the view that, if plans for general 
economic development are to go forward at the desired 
pace, an expansion of power facilities is essential. The 
technical advances which have made it possible to pro- 
duce electricity at a central point and to distribute it 
over wide areas have given the world the most economical 
and convenient source of heat, light, and power yet known 
to man. There is an ever-growing tendency toward the 
substitution of electricity for other forms of energy. With 
the expansion of industry and agriculture and the rise 
in the standard of living, the demand for power is ever- 
increasing; and as availabilities of power increase, new 
demands are created. 


Consequently, in a developing country, there is likely 


to be a legitimate need for a steady increase in power 
supplies over the foreseeable future, for purposes neces- 









sary to orderly economic progress. But, in most places, 
there are stubborn factors which operate in such a way 
that the supply tends always to lag behind the demand. 

The approach to a power expansion policy of a nation 
deserves, I think, more serious study and more careful 
planning than have sometimes been given to it. For 
example, there are the alternatives of hydro-power and 
thermal power. Technical considerations aside, the choice 
between the two must be carefully weighed. Hydro- 
sources may provide power at cheaper costs of produc- 
tion, but the amount of the capital investment may pre- 
sent a serious financial problem. Thermal sources, on 
the other hand, may necessitate the use of scarce foreign 
exchange for the importation of needed fuel. 

But—given even the most prudently planned expansion 
program—acute problems arise in the field of finance. 
In 1950, some 20 countries with a population of ‘about 
five hundred million had an average annual per capita 
consumption of electricity of about 500 kilowatt hours. 
These countries, with less than one third of the world’s 
population (excluding Russia and China), used over 
90 per cent of the world’s electric power. In the rest of 
the world (again excluding Russia and China), with a 
population of over eleven hundred million, per capita use 
averaged only 50 kilowatt hours per year. 

To visualize what this low level of consumption means, 
imagine each family of five confined to the use of one 
moderate-sized lamp, and no power at all for industrial 
or any other purposes. 

Even if, over the next ten years, the present low per 
capita consumption in the less developed countries were 
to be no more than doubled, an investment of as much 
as $10 billion would probably be needed, of which more 
than half would have to be spent on imports. 

The funds for expansion should come, to some extent, 
from reinvested earnings of the undertakings themselves. 
But usually the demand for expansion is on a scale cer- 
tainly greater than could be financed on a cash basis out 
of normal operating revenues. Permanent investment 
of this kind should properly be financed on a long-term 
basis. But here a serious obstacle presents itself. In 
most of the underdeveloped countries, a capital market 
does not exist to which recourse can be had for funds 
for power development in the manner that has become 
routine in North America and in Western Europe. 

In my opinion, the mobilization of investment funds 
for the expansion of power services in our underdeveloped 
member countries presents a financial problem of the 
most urgent importance and of the greatest complexity. 
The development of a capital market that will be recep- 
tive to offerings of bonds or shares of power under- 
takings will be a slow process at best. In the meantime, 
the only alternative sources of the needed investment 
funds are the government, or the consumers themselves. 
But, in a developing country, the simultaneous claims on 
government funds for public investment are heavy and 
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pressing: it seems to me a prudent policy to conserve 
those funds for necessary projects which are not them- 
selves direct revenue-producers. I therefore see consid- 
erable merit in the view that, to the maximum possible 
extent, those who are the users of power should contribute 
more than they have done in the past toward providing 
the funds for expansion. I do not believe that such an 
approach would impose an unduly heavy burden; the 
cost of power, within any likely limits, can only be a 
small factor in the production costs of industry or in the 
domestic budget. 

If the needed flow of funds is to be induced, novel and 
ingenious financing techniques will have to be adopted 
to meet conditions where orthodox financial institutions 
or mechanisms or investment habits are, so far, in their 
infancy. For example, I think it is worth considering 
the possibility of imposing a “construction funds sur- 
charge” on the basic rates, which would be paid by the 
consumer in cash, but in return for which he would be 
entitled to receive an equivalent in stock or debentures 
of the undertaking. 

It is, I think, regrettable that, at some times in some 
countries, the rates charged to the consumer for power 
are fixed by the authorities more with reference to the 
political factors of the times than with proper regard to 
the economic necessities of particular situations. When 
this happens, every sound financial and business con- 
sideration runs the risk of being sacrificed in what is 
believed to be the cause of cheap power. But if power 
can be made cheap only by charging rates that do not 
provide an economic return, the power undertakings are 
denied the ability to raise not only funds to finance 
needed expansion, but even the funds to maintain their 
existing plants in good order. In such circumstances, a 
community in the long run must be a heavy loser. 

All these considerations that I have mentioned apply 
with equal force whether the industry is government- 
owned or privately-owned, and whether the private seg- 
ment is in domestic ownership or in foreign ownership. 
The economic facts of life are no respecters either of 
governments or of persons. 

It is encouraging to note that a better understanding 
of this important and complex problem is beginning to 
be shown, and that more realistic policies are beginning 
to emerge. 

In one of our member countries, where the Bank has 
financed power development on a substantial scale, the 
problems of future financing have recently become press- 
ing. The authorities in that country have agreed with 
the Bank that a joint study should be undertaken of the 
power expansion program and of the measures required 
to finance development both in the private and in the 
government sector. I hope that conclusions and recom- 
mendations will emerge that will evoke wide interest. 

Looking at the international investment picture as a 
whole, it can be said without undue complacency that the 


flow of funds across national borders is now a somewhat 
less hazardous operation than it was in the first postwar 
years. But world economic conditions remain, in a 
variety of ways, unfavorable to the international move- 
ment of capital. It should be the concern of all of us to 
see how these conditions can be improved in the coming 
years. 

There is, I think, too much of a tendency to single out 
some one among the many factors that impede the world’s 
economic progress and to attribute all the world’s diffi- 
culties to that one factor alone. I am sure that this 
approach is too narrow to provide a correct appreciation 
of the economic problems facing the world. 

It is true for instance that, without great effort and a 
growing hospitality toward foreign capital in the under- 
developed regions, economic progress in these regions 
will continue to be slow and unsatisfactory. But it is 
also true that the extent to which production will increase 
in the underdeveloped regions will depend in large part 
on conditions and policies elsewhere. Especially, it will 
depend on whether the more advanced countries will con- 
tinue to provide a satisfactory market for the products 
of these regions and supply to them the funds needed 
for their development. 

Similarly, it is true that there must be an increase in 
European industrial efficiency if European countries are 
to restore a satisfactory balance in their external ac- 
counts and raise the living standards of their people. But 
it is also true that an increase in efficiency will not solve 
the payments problem of European countries unless 
Europe is given the opportunity to sell its goods in the 
markets which supply its primary products. This means 
that European difficulties cannot be solved by increased 
efficiency alone. There must also be an expansion of 
trade between Europe and other regions which does not 
depend only on European policies. Moreover, the Bank’s 
experience in recent years has convinced us that an in- 
crease in European efficiency may itself partly depend 
upon increased availability of capital from the Western 
Hemisphere. 

Finally, while it is true that the liberalization of United 
States imports is an essential condition for the elimination 
of the dollar shortage and the expansion of international 
investment, it is equally true that liberalization alone will 
not restore balance in the world economy. There is also 
urgent need for the rest of the world to drive back the 
inflationary tide and to remove other major obstacles to 
progress. 

It will therefore require the joint efforts of all of us 
to deal effectively with the difficulties still facing the 
world. But the United States, because of its towering 
position, has no doubt special responsibilities in this 
field and must play a leading part in every effort to 
improve world economic conditions. 

The United States can hardly reconcile her position as 
the giant of the world economy with the fear of foreign 
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competition, which is implied, and is indeed expressed, 
in the maintenance of high trade barriers and other re- 
strictions against foreign goods. The consequence of 
these restrictions is to deprive foreign countries of the 
opportunity of earning dollars with which to purchase 
American goods and to service American capital. These 
barriers make the world, including the United States, 
poorer than it would be if foreign products had easier 
access to the American market. 

In this context I should like to stress my opinion that 
the recent improvement in the world payments position 
has certainly not removed the need for a more liberal 
United States policy on foreign trade. The improvement 
was not achieved without severe restrictions upon the 
imports of the non-dollar world and upon United States 
exports. Many markets have, ever since the war, been 
hedged round with quotas and similar restrictions. These 
restrictions were sharply increased last year in response 
to the payments crisis. Balance was restored largely 
as a result of the fall in imports from hard currency areas. 
A considerably higher level of buying from hard cur- 
rency areas could be expected if a more stable payments 
position permitted the abandonment of these restrictions. 

The world balance recently achieved is, in fact, pre- 
carious. Merely to refrain from reversing the down- 
ward trend in United States import tariffs over the last 
two decades would not be enough to put international 
trade on an even keel. Fresh action is required if a 
durable contribution is to be made by the United States 
to the postwar dollar shortage and to the avoidance of 
the periodic crises which this has induced in many parts 
of the free world. A further reduction in the obstacles 
to imports into the United States could make this durable 
contribution. 

But I do not need to labor this point. The case for a 
more liberal import policy has already been argued, not 
only in the world at large but also within the United 
States. Two important official reports to the United States 
Government during the present year have strongly advo- 
cated this policy. It is my hope that due attention will 
be paid to these reports by the commission which is 
shortly to begin a thorough study of the whole question 
of the future foreign economic policy of the United States. 
Prominent United States industrialists, also, have recom- 
mended the lowering of tariffs, and have expressed their 





































































































































































































The Annual Meetings of the Board of Governors are a 
helpful means of bringing to the attention of us in the 
Fund the views of its members on the important matters 
with which we are all concerned. The fact that the 
Governors have taken a mere and more active part in 
discussions of problems and policies is an indication of 
the increasing role of the Fund in international financial 
affairs. In presenting the Annual Report I look forward 













confidence in the ability of their enterprises to stand up 
to the full force of foreign competition. A step in the 
direction of more liberal trade has, indeed, already been 
taken. The customs procedure of the United States has, 
to some extent, been simplified by a law passed this 
summer. But much else remains to be done if the flow 


of international trade is to reflect a growing and dynamic 
world economy. 


Let me conclude by expressing my conviction that, 
in the years ahead, international investment will play an 
increasingly important part in the world-wide effort to 
encourage trade and raise production. Helped by the 
improvements that have already taken place in the world 
economy, and by those that could follow from the policies 
that are being advocated, I believe that private capital 
would make a large contribution to this investment. 

A swelling stream of international investment would 
benefit recipient countries by helping to speed their de- 
velopment and to raise their productivity and their living 
standards. It would also benefit investing countries. 
They would find eager new markets for their products 
and wide new applications for their techniques. They 
would find new sources of the supplies needed by their 
own economies. Like the recipients, they would gain 
from the more stable world trade balance to which inter- 
national investment would make its own substantial 
contribution. 


The Bank has a mandate to keep within the field of 
productive investment and of projects yielding a sound 
economic return. But our mandate gives full recognition 
to the place of the private investor within this field and 
precludes the Bank from undertaking projects for which 
private capital is available. Indeed, the Bank’s work helps 
to pave the way for other investment. It penetrates ter- 
ritory unfamiliar to most investors, and helps to lay the 
basis on which other investment can be built. By the 
sale of its own bonds and of securities from its portfolio, 
it also provides a channel through which investors around 
the world can participate in the development projects 
which the Bank is supporting. With larger opportunities 
for international investment in prospect, I am confident 
that the scope of the Bank’s activities will widen and its 
services to the world economy increase. 


September 9, 1953. 


Address by Ivar Rooth, Managing Director of the Fund 


to hearing the views of the Governors on our operations. 
And I am happy to extend a welcome to Haiti, the latest 
and fifty-fifth member of the Fund. 

Many of our Annual Meetings have been held in an 
environment of crisis and disturbance that has made it 
difficult to think beyond the immediate problem of how 
to meet the pressing needs of the day. Discussions of 
measures to achieve internal and external stability may 
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have seemed academic to troubled Finance Ministers and 
Central Bank Governors concerned with finding resources 
to enable the flow of essential imports to continue. We 
may never be free of the uncertainties that are so much 
greater today than a generation ago. But we do seem 
now to have reached a stage where the future is not all 
dark, and where sound policies may be expected to pay 
reasonable dividends, not merely in averting deteriora- 
tion, but in achieving positive improvement. 

The persistent difficulties in international payments are 
being gradually met. They are being met, not by sudden 
and spectacular changes in the payments position of the 
major deficit regions, but by gradual improvements based 
on sounder economic and financial policies. There have, 
of course, been ebbs and flows in international payments, 
but each period of deterioration has been briefer and each 
period of improvement has been longer. The result has 
been steady progress toward a better balanced pattern of 
international payments. 


I do not suggest that the payments problem has been 
finally and completely solved. While the greater part 
of the problem has been met, there is a hard core of the 
dollar payments problem for which a satisfactory solu- 
tion must still be found. Undoubtedly, difficulties will 
recur in individual countries, and difficulties of a more 
general character may affect entire regions. Given rea- 
sonable political stability, the danger of widespread ex- 
change crises has probably passed. But serious payments 
difficulties could recur in many regions if there were a 
depression in one or more major trading countries. 


So long as the payments problem was of a critical 
character, countries could not be too much concerned 
with the larger objectives of exchange policy. Now that 
substantial progress has been made toward achieving a 
tolerable pattern of international payments, countries must 
again consider carefully what they should do about ex- 
change policy. 


Measures preceding convertibility 


For members of the Fund, convertibility of currencies 
must be a primary objective. Convertibility is necessary 
in order to make national economies more productive and 
less restrictive. Countries with inconvertible currencies 
find that because of inconvertibility they pay too much 
for their imports and distort domestic production. The 
members of the Fund want to restore convertibility be- 
cause it is in their interest to encourage an expansion 
of world trade and a freer flow of capital internationally. 
They want to restore convertibility because they are tired 
of the restrictions that are the inevitable accompaniment 
of inconvertible currencies. 


There are some people who take the view that nothing 
specific needs to be done about convertibility. When the 
payments problem is solved, they say, currencies will 
automatically become convertible. Any attempt to estab- 


lish convertibility before then would be regarded as 
premature. I agree that an abortive attempt at converti- 
bility would undermine confidence and would do irrep- 
arable damage. Therefore, a country must have a strong 
payments position before it undertakes convertibility. 
But if individual countries put off convertibility awaiting 
similar action by others, then we shall be condemned to 
inconvertibility, discriminations, and restrictions for a 
very long time. 

In my opinion, convertibility can be undertaken as soon 
as a country has established a strong payments position. 
Even then, a country will be confronted by pressures of 
various kinds. It will need cooperation on trade policy 
from other countries; it will need financial resources to 
meet temporary deficits. But if it will adapt its policies 
to the conditions required for convertibility, a country 
with a strong payments position will succeed in estab- 
lishing and maintaining convertibility. One of the im- 
portant aspects of convertibility is that it compels coun- 
tries to face squarely the question whether they are 
prepared to take the measures that will create internal 
financial stability. 

Unless a country’s financial policies are sound, the 
excessive supply of its money at home and abroad becomes 
the means by which its reserves of gold and dollars are 
drained away. A budget in balance or in surplus helps 
establish convertibility. Restraint in the expansion of 
credit facilitates convertibility. A balanced investment 
program based on available resources contributes to 
convertibility. A wage level reflecting productivity is 
essential for convertibility. I start with budget, credit, 
investment, and wage policies because they really de- 
termine whether a currency will be convertible or incon- 
vertible. With these domestic policies, countries must 
then pursue proper exchange, trade, and payments 
policies. They must insist on paying the same prices 
in non-dollar as in dollar currencies. 

A good deal of progress has been made toward achiev- 
ing a more balanced internal economy and a stronger 
pattern of international payments. The overwhelming 
dollar problem of the postwar period had its origin in 
the great destruction of the war and the eagerness to pro- 
ceed with reconstruction even when there was a shortage 
of real resources. But the persistence of the dollar prob- 
lem, although on a declining scale, was caused by the 
world-wide inflation. In part this inflation was the 
belated effect of the large amounts of money created dur- 
ing the war. In part it represented the creation of new 
money to complete reconstruction rapidly or to secure 
rapid industrialization in the underdeveloped countries. 

I believe that the industrial countries are now in 4 
better position to solve their payments problems than at 
any time in recent years. Reconstruction is near com- 
pletion. Production is at a level which should enable 
these countries to pay their way. Undoubtedly, the econ- 
omies of many countries are strained to provide large 
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resources for defense. And there is still a tendency 
toward over-investment in some countries. Nevertheless, 
the present inflation in certain industrial countries is 
generally mild, in contrast to the substantial inflation of 
the immediate postwar years. There can be no doubt 
that this inflation can be eradicated by proper fiscal and 
monetary policy. 
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In the underdeveloped countries, experience has shown 
that inflation does not necessarily bring development, but 
that it does lead to social and economic difficulties. 
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na only way to secure development with stability is to limit 
sal investment to the real resources available from home sav- 
icy ings and from foreign investment and aid. Unless and 
ee until the underdeveloped countries can secure a tolerable 
ilies level of investment, based on real resources from home 
ntry and abroad, they will be under constant pressure to try 
seb. to meet their needs by creating credit. And persistent 
tin inflation in the underdeveloped countries is just as 
ante. destructive of international balance as inflation in the 
ar industrial countries. 
ernal 

Trade policy to help convertibility 

» the The members of the Fund have accepted the principle 
omes of international collaboration in the solution of payments 
S are problems. This does not and cannot absolve any country 
helps from the responsibility for dealing with its payments 
on of § problem to the fullest extent through its own domestic 
tment § and international policies. The primary responsibility 
es to § for establishing and maintaining convertibility in any 
ity is country must rest, therefore, on that country. It is 
credit, entitled, however, to the help and collaboration of other 
ly de- § countries, through their trade policies, in establishing a 
incon- § strong and balanced pattern of international payments. 
| This means that a country undertaking convertibility 
yments # should have assurance that other countries will not 
prices § restrict their imports from it so that they may convert 
more of their current earnings there into dollars. It is 
achiev: Bone thing to try to earn dollars by expanding exports to 
ronger @ dollar and non-dollar countries; it is quite another to 
elming § siphon off dollars by restricting imports from countries 
igin in attempting to restore convertibility. In the last analysis, 
to pro- & the only safeguard against such restrictive measures is 
nortage § for a country to make its exports fully competitive, as to 
r prob: prices and deliveries, with those of other convertible 

by the currency countries. 
m Oe The creditor countries have an obligation to help to 
pel establish convertibility by adopting positive measures to 
ue encourage an expansion of trade and investment. When a 
— country accepts convertibility, its producers lose the shelter 
mpage tS inconvertibility has provided by excluding dollar 
ae imports and by assuring favored entry into other incon- 
hen @ vertible currency markets. The surplus countries should 
weve give up the shelter of high tariff protection and arbi- 
| enable trary barriers to imports. Convertibility requires a will- 
: os ingness to permit considerably more free competition 
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than is the normal practice today, not only with other 
exports in foreign markets, but also with imports in 
domestic markets. What the great creditor countries, 
and particularly the United States, do about their foreign 


economic policies is highly important for currency con- 
vertibility. 


Fund resources and convertibility 


If the convertibility of currencies is to become a 
reality, the Fund, no less than its members, must meet its 
responsibility. The Fund has been established as a perma- 
nent institution to promote international cooperation and 
to provide the machinery for consultation and collabora- 
tion on international monetary problems. It is through 
the Fund Agreement that countries have accepted the 
obligation to make their currencies convertible and to 
establish a system of multilateral payments. And the 
Fund has been provided with resources to assist its mem- 
bers in meeting their payments problems and thus to 
achieve the purposes of the Fund. 

In asking countries to undertake convertibility with- 
out waiting until the world-wide payments problem has 
been solved for all, the Fund is aware of the risks that 
must be faced. Even if its position is strong, a country 
will have to count on considerable resources when it 
establishes convertibility. In meeting the impact of con- 
vertibility it cannot allow its own reserves to decline to 
dangerously low levels. When members make a genuine 
effort to create such conditions in their domestic finances 
and in their foreign payments as will make convertibility 
possible, they are entitled to know the extent to which 
the Fund can, and is ready to, help. If they lack that as- 
surance, the Fund cannot expect its members to accept 
the risks entailed in undertaking convertibility. 

You are aware of the many questions that we are try- 
ing to resolve in order that the Fund may be ready to 
undertake this responsibility. There is no merit in im- 
mobilizing the Fund’s resources on the grounds that 
there will always be a greater need for them in an in- 
definite future. The Fund was established to be used, 
but to be used properly. The proper use of the Fund 
can make a positive contribution to the solution of the 
payments problems of its members and to the establish- 
ment of currency convertibility. 

Something has already been accomplished. We have 
been clarifying the policy of the Fund so that members 
now know more of how and when they can use its re- 
sources. Our members know that Fund resources can 
be used only to meet temporary payments needs, and that, 
when they sell their currency to the Fund for dollars, 
sterling, or other currencies, they must repurchase their 
own currency within three years, with an outside limit 
of five years. 

We are all agreed that members should know that under 
appropriate conditions they can count on using Fund 
resources. We have tried to do this in two ways. In the 
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first place, members whose currency is held by the Fund 
in an amount less than their quotas have the overwhelm- 
ing benefit of the doubt on transactions that raise the 
Fund’s holdings of their currency up to, but not beyond, 
their quotas. This is the gold tranche rule. Beyond that, 
the Fund has established a procedure by which members 
can make stand-by arrangements. At present, these 
stand-by arrangements are for periods of six months. 
They give a member assurance that it can use Fund 
resources for the agreed amount, unless the member 
becomes formally ineligible. 

In some cases, particularly in establishing converti- 
bility, the problems that confront our members cannot 
be met by using Fund resources only to the normal ex- 
tent of 25 per cent of the quota within a twelve-month 
period. The reserves of many members are not adequate 
to: meet payments difficulties even with such transactions 
with the Fund. In other instances, the receipts of mem- 
bers are subject to wide fluctuations, so that 25 per cent 
of a modest quota can be of only limited help in meeting 
the payments difficulties that are likely to arise. The Fund 
Agreement provides for a waiver of the 25 per cent rule 
under conditions that safeguard the Fund. We have re- 
cently had our first transaction under the waiver pro- 
vision. 

In the current fiscal year, beginning May 1, we have 
already had six drawings—by Finland, Bolivia, Turkey, 
Brazil, Chile, and Japan—of more than $70 million, 
and involving Fund sales of U.S. dollars, sterling, and 
marks. The total transactions of the Fund since its in- 
ception now amount to nearly $1 billion. Obviously, we 
shall not always have many transactions. By their nature, 
Fund transactions will vary considerably with the inter- 
national payments of its members. When members are 
accumulating reserves, there will be less use of the Fund. 
When the reserves of members are declining, there will be 
more use of the Fund. Members may not want to use 
the Fund now, but they must know that the Fund will be 
ready if needs arise. 

You can be sure that the Executive Board and the 
staff are fully aware of the importance of the use of Fund 
resources. Our objective is a policy on transactions 
under which members can count on the Fund to meet 
their temporary needs and the Fund will have assurance 
that its resources will be used properly and only for 
limited periods. With such a policy, the members of the 
Fund will be in a better position to accept the additional 
risks arising from convertibility. The management is 
always ready to discuss with any member its prospective 
need for temporary assistance from the Fund and the 
manner in which such assistance can be used to con- 
tribute to the achievement of the purposes of the Fund. 


Consultation with members 


In addition to being an international reserve bank for 
central banks and treasuries, the Fund is also an institu- 


tion for promoting international cooperation and for 
preparing financial studies that will assist members in 
developing policies which further the purposes of the 
Fund. Some of the problems of our members require 
for their solution simultaneous and similar action by a 
number of countries. When the appropriate time comes, 
the Fund will consult jointly with the principal coun- 
tries concerned to see what cooperative measures would 
bring nearer to realization the objectives of convertibility 
that we all have in common. 

The members of the Fund want to find constructive 
solutions to their problems. They have no wish to per- 
petuate their payments difficulties or the internal insta- 
bility that is often their underlying cause. The staff has 
studied many of these problems. The missions of the 
Fund are doing their work quietly and, I hope, effectively. 
I believe that they have been of help in developing sound 
and constructive policies. The staff is always prepared 
to discuss with members the practical steps that would 
make effective the financial, trade, and payments policies 
that will contribute to the convertibility of currencies. 

The consultations under Article XIV have been an 
important Fund activity during the year. In the first 
round of discussions I believe that we have been able to 
establish firmer contacts with our members, and a deeper 
understanding both of their problems and of ours. In the 
Fourth Annual Report on Exchange Restrictions you have 
a detailed account of the 1952 consultations, and I am 
also circulating a statement that supplements my present 
remarks. 

We are now on the second round of consultations, and 
have completed them for a number of countries. I am 
convinced that these consultations are a useful means of 
international monetary cooperation. In them, the mem- 
bers and we have the opportunity for a full and frank 
exchange of views on monetary and exchange problems. 

Retention quotas and similar practices are a problem 
that was discussed during the 1952 consultations. The 
Board of Governors at the Mexico City Meeting last 
year recognized the importance and urgency of this 
problem in its resolution on the subject. In response to 
this resolution, the staff prepared a study of these prac- 
tices. On May 4, 1953, the Fund took the decision which 
has been sent to all members. The Fund has sought to 
implement that decision. A special staff mission was sent 
to Europe for this purpose. In consultations with various 
countries in Europe, Latin America, and the Middle and 
Far East, a serious effort has been made to determine the 
character and effects of retention quotas and similar prac- 
tices, and try to work out programs of removal, where 
appropriate. Last year we were worried about the in- 
creasing use of these undesirable practices. Today, the 
problem is considerably less acute, primarily because of 
the efforts of the countries concerned, together with the 
efforts of international institutions. Several countries 
have given up these practices; others have reduced their 
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significance; and still others have decided against their 
introduction. The problem has, however, not been com- 


| pletely solved, and further efforts by both the member 


countries concerned and the Fund will be required. 


Task of members 

The Annual Report contains a full review of interna- 
tional financial conditions and the work of the Fund 
during the past year. In assessing the progress that is 
made, we must never lose sight of the fact that, above 
all, the policies of the members are the effective means 
for solving these problems. The Fund can help, encourage, 
and advise its members, but only the members themselves 
can adopt the right policies. The improvement that has 
taken place in the international payments situation is a 
reflection of the sounder national policies that have al- 
ready been implemented. 

There is always the danger that countries will content 
themselves with the improvement that has taken place. 
That would be unfortunate. The payments problem is 
not solved merely because there is no crisis atmosphere 
and because there has been a modest accumulation of gold 


Haiti Becomes Fund and Bank Member 


The Republic of Haiti became a member of the Inter- 
national Monetary Fund and the International Bank 
for Reconstruction and Development on September 8, 
when the Articles of Agreement of these institutions were 
signed in Washington on behalf of the Government of 
Haiti by Mr. Jacques Léger, Ambassador for Haiti in the 
United States. 

The quota of the Republic of Haiti in the International 
Monetary Fund is $2 million, and its subscription to the 
capital stock of the Bank is 20 shares with a total par 
value of $2 million. 

Fifty-five nations are now members of the Fund and 
of the Bank. Admission of Haiti brought the total of 
members’ quotas in the Fund to $8,738,500,000. The 
total subscribed capital of the Bank is now $9,038,500,000. 
Source: International Monetary Fund and International 

Bank for Reconstruction and Development, Joint 
Press Release (Fund Release No. 211 and Bank 
Release No. 336), Washington, D. C., Septem- 
ber 8, 1953. 


Fund Transactions 


During the week ended September 5, the Government of 
Japan purchased £5 million (US$14 million) from the 
International Monetary Fund, and the Government of 
Chile purchased US$12.5 million. 

In August, the Government of Brazil paid $18.75 mil- 
lion to the Fund in a repurchase of Brazilian cruzeiros. 
Later in the month, Brazil purchased $18.75 million from 
the Fund. 

The Government of Finland has paid $2 million to 
the Fund in a repurchase of Finnish markkas. 


and dollar reserves by many countries. The payments 
problem cannot be regarded as solved until inflation, the 
basic cause of payments difficulties, is rooted out; until 
countries no longer depend upon restrictions and dis- 
criminations to bolster their payments position; and 
until the members of the Fund have established converti- 
bility of their currencies. 

If convertibility is to be an objective of exchange 
policy, then the question is of immediate importance— 
not one to be put off to later times in the hope that con- 
ditions may become easier. It would be foolish to pretend 
that all that stands in the way of establishing the con- 
vertibility of currencies is the will to do it. There are, 
undoubtedly, very considerable difficulties that must be 
met. Payments positions must be further strengthened, 
domestic economies must be adjusted, reserves must be 
accumulated. In all of these fields, progess is being made. 
It will continue if domestic and international policies are 
directed more forcefully and more persistently toward 
the objective of establishing convertibility of currencies. 


September 10, 1953 


The total of Fund purchase transactions from the begin- 
ning of operations amounts to the equivalent of 
US$988,400,000. Total repurchases during that period 
amount to US$286,600,000. 

Source: International Monetary Fund, Press Release 


No. 210, Washington, D. C., September 5, 1953. 


IBRD Loans to Iceland and Nicaragua 
Loans to Iceland 


The International Bank for Reconstruction and De- 
velopment on September 4 made two loans to Iceland, 
in European currencies. One, in various currencies 
equivalent to US$1,350,000, will assist in carrying for- 
ward a program of agricultural development. The other, 
of £90,000 ($252,000), is to finance the construction of 
a building to house radio transmitter equipment serving 
North Atlantic air traffic. The loans were made to 
Framkvaemdabanki Islands (the Iceland Bank of De- 
velopment) and are guaranteed by the Government of 
Iceland. The Bank has now made five loans for Iceland’s 
economic development, all in European currencies, total- 
ing the equivalent of US$5,914,000. The earlier loans 
were for two hydroelectric power stations and a nitrogen 
fertilizer plant, and for agricultural development. 

The new agricultural loan, like the one made in 1951, 
is to further a program begun in 1951 to increase 
Iceland’s agricultural production, and to lessen Iceland’s 
dependence on the fishing industry. The program, which 
aims at a 50 per cent increase in agricultural production 
by 1965, should improve Iceland’s foreign exchange 
position considerably through import savings and export 
earnings. The loan will finance imported equipment 
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and materials needed for the period July 1953 through 
1954. The krénur equivalent of the loan will be lent by 
Iceland’s Agricultural Bank to farmers who participate 
in the program. The loan is for 22 years and carries 
interest of 5 per cent, including the 1 per cent commission 
which, under the Bank’s Articles of Agreement, is 
allocated to a special reserve. 
will begin September 1, 1958. 

The building that will be constructed with the proceeds 
of the £90,000 loan will house some of the radio equip- 
ment operated by the Icelandic Post and Telegraph Ad- 
ministration for the safety and convenience of civilian 
aircraft flying over the North Atlantic. Transmitters 
used by the Administration for ground-air communica- 
tions and for broadcasting weather information are at 
present sheltered in an inadequate temporary structure, 
and a new building is needed to assure the continuance of 
adequate and reliable service. Under an arrangement 
administered by the International Civil Aviation Organ- 
ization, eleven countries, including Iceland, whose airlines 
operate over the North Atlantic, contribute to the cost of 
the service. ICAO has arranged with the participating 
countries for an increased contribution of funds to assure 
sufficient revenue to pay interest and amortization on 
the Bank’s loan. Maintenance of the navigation service 
will help Iceland to continue earning foreign exchange 
from international aviation, and will be of benefit to air- 
lines of Belgium, Canada, Denmark, France, Iceland, 
the Netherlands, Norway, Sweden, Switzerland, the United 
Kingdom, and the United States. 

The loan is for 12 years, with interest at 434 per cent, 
including the statutory 1 per cent commission. Amortiza- 
tion payments will begin July 15, 1954. 


Amortization payments 


Loans to Nicaragua 


The International Bank on September 4 made two 
loans, totaling US$3,950,000, to Nicaragua: $3,500,000 
for highway construction and $450,000 for electric power. 

Although Nicaragua is an essentially agricultural coun- 
try, large areas of cultivable land are still undeveloped 
because of inadequate transportation. Under the high- 
way program, a system of all-weather highways is being 
constructed to link Managua, the provincial capitals, and 
seaports, and a network of farm-to-market roads will be 
built to the main highways and around the principal 
cities. Most of the highway loan will be used to help 
finance the farm-to-market network. It also will help to 
finance the construction of two roads in the main high- 
way system. These will complete a further step of the 
main highway program, for which the Bank lent Nica- 
ragua $3.5 million in June 1951. 





The total cost of the present road project is estimated 
to be the equivalent of US$5,170,000. The Bank’s loan 
will finance the imported equipment, materials, and 
services required, and the remaining costs will be met 
by Nicaragua out of its own resources. The loan is for 
10 years, with interest at 434 per cent, including the 1 per 
cent commission which, under the Bank’s Articles of 
Agreement, is allocated to a special reserve. Amortiza- 
tion payments will begin March 15, 1957. 

The power loan is for 10 years and carries interest of 
4%, per cent, including the 1 per cent statutory commis- 
sion. Amortization payments will begin March 15, 1955. 
The loan will be used to finance an imported 3,000 kilo- 
watt unit, which is similar to a unit which went into 
operation early in 1953. Demands for electric power 
have grown so rapidly, however, that they still exceed 
supply; therefore, immediate measures are needed to ease 
the serious power shortage in the Managua area. 

These two loans are the fourth and fifth the Bank has 
made for the economic development of Nicaragua, and 
they bring the total lent to $9.2 million. In June 1951, 
at the same time that it made the $3.5 million highway 
loan, the Bank lent $1.2 million to the Banco Nacional de 
Nicaragua to finance the purchase of agricultural machin- 
ery. Although the first amortization payment of $37,500 
was not due until March 1954, a prepayment of $245,000 
was made on the agricultural equipment loan in April 
1953. In October 1951, the Bank lent the Government 
$550.000 for the purchase and installation of a grain 
storage plant. 


Sources: International Bank for Reconstruction and De- 
velopment, Press Releases, Washington, D. C., 
September 4, 1953. 


International Financial News Survey, written by 
members of the staff of the Fund, is based on mate- 
rial published in newspapers, periodicals, official 
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end of each note. Explanatory material may be 
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